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In early September, President Sixto Duran Ballen's administration reported that nearly 96% of
Ecuador's 400 foreign commercial creditors have accepted the terms of a debt reduction accord that
the government negotiated last May with an international steering committee representing the
banks. In October, the government expects to sign the final agreement, which should reduce the
total principal owed by 45%, while restructuring repayment of the remaining debt over a period of
30 years. Last May, the Duran Ballen administration reached a landmark agreement on the country's
US$7.58 billion foreign commercial debt with a special negotiating committee headed by Chase
Manhattan.
Despite the agreement with the steering committee, however, the government still had to receive
final approval from each of the country's 400 individual creditors. In early July, the government
began a series of negotiations with the individual banks, holding special conferences in London,
Frankfurt, Tokyo, and New York. And, as of early September, the Duran Ballen administration
reported that more than 95% of the total creditors had accepted the terms of the accord drawn up
in May. Even if the remaining 4% to 5% of the banks were to reject the agreement, enough creditors
have now accepted that a final accord could still move forward without the dissenters, according to
Cesar Robalino, Ecuador's finance minister until he resigned on Sept. 6.
"The number of banks that have now accepted the accord represent 95.8% of all our commercial
creditors, which is already more than the minimum amount needed to finalize the agreement,"
said Robalino, who headed the negotiations with the banks in July and August. "The record pace
with which we were able to win the needed backing vividly demonstrates the confidence of the
international financial community in President Duran Ballen's economic program. We hope to
conclude the final negotiations within the next few weeks." The government hopes to sign the final
agreement in a special ceremony in Madrid in early October, during the annual assemblies of the
International Monetary Fund (IMF) and the World Bank.
Once the accord takes effect, the government estimates that the total principal owed will be reduced
by 45%, substantially easing the country's debt obligations. Of the total US$7.58 billion owed, US
$4.471 billion is principal and the remaining US$3.109 billion is accumulated interest in arrears.
Under terms of the accord modeled on the debt reduction plans drawn up by former US treasury
secretary Nicholas Brady, which laid the groundwork for similar agreements with most other
Latin American countries since 1989 all commercial creditors will be asked to swap the principal
amount of their loans to Ecuador for either "discount bonds" or "par bonds." Both bonds are
dollar- denominated and are backed up by 30-year US Treasury Bonds as collateral. The discount
bonds will be exchanged for existing loans, but the newly issued bonds will be worth 45% less than
the face value of the original debt. The new bonds will carry a competitive, floating interest rate
approximately pegged to the London interbank lending rate (LIBOR). In contrast, the par bonds will
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be swapped at full face value, but they will carry substantial discounts on the interest rates, which
will be fixed at 3% in the beginning, and then gradually increased to a maximum of 5%. The savings
on debt servicing of par bonds will amount to a 45% reduction in the total value of repayments on
those bonds, meaning that regardless of whether creditors choose discount or par bonds, the total
amount of principal owed will be reduced by 45%.
"Both instruments discount and par bonds are financial equivalents, and together they will translate
into a 45% reduction of the debt," said Ana Lucia Armijos, president of the government's monetary
control board (Junta Monetaria), who headed the original debt negotiations last May. Of the
individual banks that have so far accepted the debt reduction accord, the government says 58%
have chosen to swap their loans for discount bonds, and the remaining 42% have chosen par bonds.
In addition to the debt reduction, repayment schedules for the new bonds will be restructured
over a period of thirty years. And, although the US$3.109 billion in accumulated interest was not
included in the debt reduction scheme, repayment obligations on that portion of the debt will also
be restructured over a period of 20 years, with a generous 10- year grace period before the first
payments come due.
Once the new accord takes effect, Ecuador's annual debt servicing obligations which include
payments on the country's total commercial, multilateral, and bilateral debt are expected to drop
to about 25% of the value of the country's exports, according to a recent report by the Salomon
Brothers financial consulting and investment firm. In contrast, in 1990 had the government met
its repayment schedules debt servicing would have equaled about 51% of the value of exports.
Ecuador's monetary control board estimates that over the next seven years, total debt servicing will
hover between 1.5% and 2% of the country's GDP. As for the commercial debt, the government will
only be obligated to make annual payments of between US$200 million and US$300 million.
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